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House Passes FY 2012 Continuing Resolution
Yesterday, by a vote of 352 to 60, the House passed a continuing resolution (CR) at a total non-emergency spending level
equivalent to $1.043 trillion (on an annualized basis) through November 18, 2011. Fiscal Year 2012 began on October 1,
2011. A four day CR (at the same funding level), which expired yesterday, was previously enacted by unanimous consent

over the recess (see here for details of that law). The legislation passed yesterday generally provides funding at FY 2011
levels minus 1.503%. The $1.043 trillion spending level would be:

Quote of the Week:

» $7 billion below FY 2011;

> $46 billion below FY 2010; “To those who say we should simply focus
» the same level as the spending cap for FY 2012 in the Budget Control Act; | 1 #scal issues, 1 say you would not be able
> $24 billion above the House-passed FY 2012 budget resolution; and to print enongh money in a thousand years
> $65 billion above the FY 2012 RSC budget resolution. to pay for the government yon wonld need if

The legislation provided emergency-designated war funding at an annualized the traditiona family collapses.

rate of $119 billion. This amount does not count toward the $1.043 trillion
spending level. The legislation also appropriated $2.65 billion for Federal
Emergency Management Agency (FEMA) disaster relief, which 7s counted
within the $1.043 trillion figure.

-Congressman Mike Pence (R-IN)

Pompeo to Introduce Legislation to Eliminate EDA
Congressman Mike Pompeo (R-KS) is introducing legislation to eliminate the Economic Development Administration
(EDA). The EDA duplicates the efforts of 86 other federal programs and provides various grants, loans, and other
subsidies for economic development to state and local governments. Approximately 10% of the program’s funding goes
to administrative expenses. There are many examples of questionable spending by the EDA. One notable example was a
grant to Bedford, Indiana to build smaller-replicas of the Great Wall of China and the Pyramids which were never
completed and are now known as the Cursed Pyramid. The RSC’s Spending Reduction Act would also have eliminated
this agency. Action Item: To become a cosponsor of this legislation contact Jim.Richardson@mail.house.gov.

Kelly Introduces Transportation Funding Flexibility Act
Rep. Mike Kelly has introduced
%15 TRILLION IN TAX HIKES... ‘ the Transportation Funding

N - Flexibility Act. The legislation
(H.R. 3050) eliminates the 10%
set-aside for “enhancement
projects” within the Surface
Transportation Program (STP
funds). This 10% set-aside
requires states to spend their
federal transportation dollars on
things like bike paths,
sidewalks, landscaping, and
beautification. Representative
Kelly’s legislation will not
prohibit spending for this
purpose, but would just give
states the flexibility to decide
how to spend it. Per the bill, if
a state wanted to use some of
this money to reduce traffic

: congestion instead of building

bike paths, it would be a]lowed to do that. Action Item: To become a cosponsor of this legislation contact Matthew

Stroia at matthew.stroia@mail.house.gov

Reid Proposes 5 Percent Surtax
Reports indicate that Senate Democrats are considering a 5 percent surtax on higher-earning incomes as part of the
President’s “jobs package.” This rate increase would be in addition to Democrat plans to allow the top rate to increase
from 35% to 39.6% as part of allowing the 2001/2003 tax cuts to expire. Consequently, after 2012, the top rate would be
44.6%. This would push the top marginal tax rate to the highest level since the 1986 tax reform law.

For more information, please contact Brad Watson at x69719
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Stimulus Has Been a Washington Job Killer

The political graveyards are full of politicians who thought that temporary, targeted economic policies would get
them re-elected.

Temporary, targeted tax reductions and increases in government spending are not good economics. They have repeatedly failed to increase
economic growth on a sustainable basis. What may come as a surprise is that such policies are not good politics either. Their inability to
deliver promised economic benefits has invariably led disappointed voters to turn against those politicians, Democratic and Republican, who
have supported them.

Consider the evidence. When President Gerald Ford entered office, the economy was in the midst of the serious 1974-75 recession.
Responding to the popular clamor to "do something," he proposed a short-term stimulus plan in early 1975. The centerpiece was a temporary
income-tax rebate. Congress added a one-time, $50 increase in Social Security benefits and, to bolster the sagging housing market, a one-
time tax credit for new home buyers.

The rebate caused only a temporary blip in consumer spending. Economic growth rose to 9% in the first quarter of 1976 but then dropped to
only 2% in the third quarter, and unemployment started rising.

Congress enacted a second stimulus plan in July 1976 over Ford's veto. It authorized grants to state and local governments designed to
prevent layoffs of public employees or tax increases. This plan also failed to produce the promised stimulus. The economic pause of 1976
was enough to swing the election to Jimmy Carter and cause more incumbent senators to lose their seats than in any election in nearly 20
years.

President Carter took office and by the end of his first month proposed another stimulus plan, which he said would "restore consumer
confidence and consumer purchasing power.” His plan called for another round of one-time tax rebates and Social Security bonus payments,
federal public infrastructure grants and countercyclical aid to state and local governments.

He also added a tax credit for small and medium-size employers hiring new workers. The fine-tuned plan, according to the chairman of Mr.
Carter's Council of Economic Advisers, Charles Shultze, was "designed to tread prudently between the twin risks of over and under-
stimulation.”

In May 1977, Congress enacted the president's proposals in modified form. Although the pace of economic activity quickened for a while,
subsequent studies by senior Carter administration Treasury official Emil Sunley and noted economist Ned Gramlich showed that the
government-provided stimulus had little effect. The recovery was not sustained and the economy fell into recession in January 1980. The
failing economy combined with rapidly rising inflation doomed Mr. Carter's re-election chances, along with the Democratic Party's control
of the Senate and 33 Democratic seats in the House.

President Reagan rejected temporary stimulus measures and instead proposed permanent income-tax rate reductions. His tax program, in
conjunction with steady monetary policy begun by Paul Volcker, produced the promised results.

By late 1982 the recession was over and in early 1983 employment and investment began to rise rapidly. In 1984, it was "Morning in
America" and Reagan was overwhelmingly re-elected. Nearly two decades of strong, steady, noninflationary economic growth ensued.

The success of Reagan's permanent tax-rate reductions, juxtaposed against the clear failure of his predecessors' temporary Keynesian
stimulus measures, put the Keynesian approach on the back burner. The extent to which temporary stimulus measures fell into disfavor is
evident from President Bill Clinton’'s first year in office. That year he proposed a minuscule $16 billion stimulus plan. Congress rejected it
and turned its attention instead to reducing the federal budget deficit by cutting the growth in spending and raising taxes.

When President George W. Bush took office in 2001, his first priority was to put a broad-based, permanent reduction in tax rates into effect.
But when the signs that the economy was weakening became apparent early that year, temporary stimulus measures were added to the
president's plan. The final tax-reduction law included a temporary tax rebate and phased in the tax-rate reductions at a slower pace than he
originally proposed. As with previous stimulus efforts, the rebates had little or no effect.

A combination of the economic impact of 9/11 and the failure of the 2001 Keynesian stimulus measure to have any lasting economic effect
led Congress in 2003 to enact additional tax relief. In May of that year, at the urging of Mr. Bush, Congress sharply reduced tax rates on
capital gains and dividends and put the 2001 income-tax rate reductions in place immediately.

Within four months, employment began to rise and the unemployment rate began to fall. By 2004, the economic recovery was in full swing.
President Bush was re-elected, along with Republican majorities in both the House and Senate.

In response to the recession that began in late 2007, both Presidents Bush and Obama chose to rely on Keynesian stimulus policies. President
Bush's temporary tax rebate in 2008 had no discernible effect on the economy. The declining economy partially contributed to John
McCain's defeat and played a crucial role in the Republicans' loss of seats in both the House and Senate.

Mr. Obama's $800 billion temporary, targeted stimulus plan took the same approach as Mr. Carter's more than three decades earlier. The
February 2009 bill included temporary tax rebates, additional spending on federal programs, and one-time grants to state and local
governments.

It had the same negligible economic impact as Mr. Carter's and, thus far, eerily similar political consequences. The plan's failure preceded a
historic Republican electoral sweep in the 2010 House elections and significant Republican gains in the Senate. The continuing economic
discontent has placed Mr. Obama's re-election in serious jeopardy.

That temporary tax reductions and increases in government spending can jump-start the economy and sustainably boost employment and
personal income may seem like a politician's dream policy. But the repeated failure of these short-term interventionist policies to deliver the
promised economic benefits should make politicians think twice. Reliance on them has already cost dozens of members of Congress their
jobs and two postwar presidents a second term.



